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Preface 


This report reviews the activity of the Department of 
Regional Economic Expansion in providing incentive grants to 
industry under two distinct statutes: the Department of 
Regional Economic Expansion Act and the Regional Development 
Incentives Act. Although the two Acts provide for different 
geographic and industrial coverage, incentive assistance 
provided under both have a common objective--encouraging 
investors to establish, expand or modernize manufacturing or 
processing facilities in target regions. For purposes of this 
report, therefore, incentives activity under the two Acts is 
aggregated and referred to as the Regional Development Incentives 
Program or, more briefly, as the RDIA Program or the incentives 
program. 


December 31, 1972 was the cut-off date for information 
used in assessing the program. The report, then, covers 
incentives activity from inception of the program on July l, 
1969 to the end of last year. 


Early in 1971, an area including Montreal and Cornwall 
was designated, on a short-term basis, as being eligible for 
special development incentives. Designation of this area, 
which is referred to as Region C, brought a major industrial 
area within the Regional Development Incentives Program. The 
nature of the unemployment problem and the solution sought, 
however, differed from those in other designated regions. Thus, 
throughout this report data related to Region C is tabulated 
separately. 
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PART 1 
SALIENT FEATURES OF THE RDIA PROGRAM 


1.1 The Nature of the Problem 


Major economic advances occurred in Canada over the 1950's 
and 60's. Canada's Gross National Product increased over 44 
times with a compounded annual growth rate of 7.6 per cent. 
During these years, population rose by 55 per cent, and G.N.P. 
per capita tripled. In the same interval, total public and 
private investment increased more than four-fold. By the end 
of the 1960's the level of investment activity in manufacturing 
was over five times that in 1950. Both the labour force and 
employment grew very rapidly, far more rapidly than experienced 
by most other countries. 


While the Canadian average rate of growth was impressive, 
the growth rate for some regions and provinces was much less so. 
In fact, the conditions of relative prosperity in the 1960's 
helped emphasize the existence of significant interregional 
differences in income and employment as well as their persistent 
nature. 


Policies were already in place which recognized that national 
economic development would not automatically result in all 
regions sharing as fully as possible in its growth and prosperity. 
For example, the fiscal equalization program adopted after the 
Second World War, while not designed to promote regional 
development as we understand the term today, has played and 
continues to play a role in helping prevent further interregional 
disparities in levels of public services. 


Another phase of federal regional policy followed upon the 
1957-61 recession. The ingredients of federal regional policy 
in this phase were many and varied. The programs introduced 
were concerned with low income and land utilization problems 
in rural areas of the country; with the development of social 
and industrial infrastructure in the Atlantic Provinces; and 
with the provision of incentives for industrial development in 
areas of high and persistent unemployment and low levels of non- 
farm family income. Incentives for industrial development 


offered prior to 1969 are particularly relevant to a discussion 
of the RDIA Program and are, therefore, described below. 


As initiated in 1963, the program of industrial incentives 
took the form of tax concessions. This early program, which 
was administered by the Area Development Agency, applied to 
thirty-five areas located in seven provinces and provided for 
the following incentives: 


- a three-year exemption from federal income tax for new 
manufacturing and processing businesses; 


- special capital cost allowances (50% on a straight line 
basis) for new manufacturing and processing businesses 
acquiring new machinery and equipment; 


- special capital cost allowances (20% on a straight line 
basis) for new buildings or significant extensions to 
existing buildings; a wide range of business qualified 
for this provision. 


Following a review of the program undertaken in 1965, it 
was decided to amend the program to provide for cash grants in 
lieu of the tax holiday. The Area Development Incentives Act 
(June 30, 1965) provided for capital grants on a sliding scale - 
amounting to one third of the first $250,000 spent on new 
machinery, equipment, and buildings, one quarter of the next 
$750,000, and one fifth of the remainder to a maximum of $5 
million. These grants, it should be noted, were administered 
On a non-discretionary basis. That is, as long as the invest- 
ment fell within the industrial and geographic scope of the 
program, which encompassed about 20 per cent of the national 
labour force, assistance was automatically granted on a 
predetermined scale.* 


The regional development policies described above, however, 
were introduced on an ad hoc basis in response to the particular 
needs of specific situations. Different agencies were 
responsible for specific aspects of these regional policies, 
with the result that effective program co-ordination on an © 
Overall basis was difficult to achieve. Furthermore, in spite 
of these special programs and the years of relative prosperity 
in the 1960's, there had been no significant narrowing of the 
gap in incomes and employment opportunities between the 
provinces and regions of Canada. 


* . ° 
Appendix A includes a table on ADIA activityp by regien,mup 
to December 31, 1972. 


A desire to improve the rate of progress in reducing 
regional disparities led the Federal Government in 1969 to 
establish the Department of Regional Economic Expansion. More 
particularly, in respect to this review, it led to the establish- 
ment of the RDIA Program. 


1.2 Objective and Strategy of the RDIA Program 


The primary objectives of the RDIA Program are to increase 
job opportunities and to reduce job losses in the manufacturing 
and processing sectors in designated regions and special areas 
by stimulating private investment. However, the Regional 
Development Incentives Act, relevant provisions of the Government 
Reorganization Act (1969), and public statements indicate other 
dimensions of the program. In summary form, the underlying 
strategic elements of the current industrial incentives program 
are: 


a) aindustrialization with special emphasis on 
manufacturing and processing and a consequent 
increase in the processing of natural resources; 


b) a progressive strengthening of industry and/or 
related services in special areas, in and around 
which development may more easily be encouraged; 


c) a heavy reliance on a positive response by 
entrepreneurs to establish, expand and modernize 
manufacturing and processing industries yielding 
a type and scale of development which through 
‘multiplier effects will produce economic strength, 
higher wage rates, and other foundations for 
social adjustment; and 


d) an active and selective approach to the discovery 
of opportunities and the development of community 
involvement. 


It should be recognized that the RDIA Program is one of a 
number of programs of the Department of Regional Economic 
Expansion designed to reduce regional disparities. The RDIA 
Program, therefore, was never intended single-handedly to 
achieve the desired reduction in disparities. 


1.3 Incentives Legislation and Regulations 


Current incentives legislation and regulations Owe much 
to experience with the Area Development Incentives Act ..-' The 
basic features of that Act are outlined in Appendix A. 


Incentives under the RDIA are available in designated 
areas, as provided by the legislation, and in Special Areas 
designated pursuant to the DREE Act. The legislation states 
that after consultation with the government of any province 
or provinces, any region may be designated for purposes of the 
RDIA provided the following conditions are met: 


a) existing opportunities for productive employment in 
the region or area concerned are exceptionally 
inadequate; 


b) the provision of development incentives will make 
a Significant contribution to economic development 
and social adjustment within the region or area; and 


c) the designated region is not less than 5,000 square 
miles in size. 


The designated regions cover broad segments of the country. 
The special areas, of which there are now 23, represent more 
localized focal points of potential development (see map on 
page 5). Special areas where industrial incentives are 
available and the RDIA designated regions together comprise 
590 per cent of Canada's population and 46 per cent of Canada's 
manufacturing labour force; the Montreal-Cornwall designated 
region accounts for 18 per cent of Canada's population and 
21 per cent of Canada's manufacturing labour force. 


The size of an incentive grant may be varied, within 
statutory limits, to meet the requirements of a particular 
project. For a plant modernization or an expansion that does 
not involve a new product, only approved capital costs can be 
considered as a basis for an incentive grant. For a new plant 
or the expansion of an existing plant into new ‘product lines, 
the number of jobs to be created may be considered in addition 
to approved capital costs. 


The maximum available grant depends on location and type 
of project, as shown in the following table: 
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Location PypesOL Proj ect 


Modernization New Plant or New 
or Product 
Expansion Expansion 
Region A 30% of eligible S5teOL -Capptat 
(Atlantic Provinces) capital costs cost plus $7,000 


per eligible direct 
job created 


Region B 20% of eligible 25 tmOL "capita L 
(Standard Designated Capital (costs cost plus $5,000 
Regions) per eligible direct 


job created 


Region C 10% of eligible 10%. of “caprtal 
(Special Designated capital costs cost plus $2,000 
Region - southwestern per eligible direct 
Quebec and southeastern job created 
Ontario) 


In addition to the schedule shown above, the Regional Develop- 
ment Incentives Act stipulates that a grant respecting 
modernization or expansion of a plant cannot exceed $6 million. 
For new plants or new product expansions the grant must not 
exceed $30,000 per direct job created or one half of total 
capital to be employed, whichever is the lesser amount. 


Industrial incentives available under the "Special Area 
provisions" of the Department of Regional Economic Expansion 
Act are not subject to the same statutory limitations. However, 
as a matter of administrative practice, standards applicable 
under the Regional Development Incentives Act are normally 
applied where relevant. Thus, incentives provided in Special 
Areas under the DREE Act are dealt with as a part of the RDIA 
Program in this Review. 


The RDIA legislation also makes provision for loan 
guarantees. These guarantees are intended to offset 
difficulties investors may encounter in obtaining financial 
Capital in slow-growth regions. Loan guarantees may not exceed 
90 per cent of the total advances made by a lender, plus the 
interest involved, or 72 per cent of the total capital costs. 


The main eligibility conditions for incentives support 
under RDIA are outlined in the following paragraphs. 


Location The project must be located in a designated 
region or, if outside of a designated region, it must be in one 


of the special areas approved by the Governor in Council under 
authority of the DREE Act. 


Kind of Project The program is aimed at manufacturing 
and processing operations and grants and loan guarantees, 
separately or in combination, are available for such operations. 
(In the case of commercial facilities only loan guarantees are 
available). 


Prior Commitment The applicant must not have made a prior 
commitment, e.g. purchase of equipment for the project. 


Minimum Size of the Project The project must exceed a 


minimum size as follows: 


a) In manufacturing and processing, where the incentive 
is based on capital cost only, the approved capital 
costs must be $30,000 or more. If the incentive is 
based on capital costs and jobs, the approved 
capital cost must be $60,000 or more. 


b) In the case of loan guarantee incentives for 
commercial operations, capital costs must exceed 
$2,500,000 if the location is Montreal, $500,000 if 
the location is Quebec City or Winnipeg, and 
$250,000 in any other place within a designated 
region or special area. 


Equity For a new plant, the offer of an incentive is 
conditional on the applicant providing a specified amount of 
equity capital. This can never be less than 20 per cent of 
the approved capital cost as estimated at the time the incentive 
is offered. In the case of expansion or modernization, the 
applicant must have equity not less than 20 per cent of the 
approved capital costs and the book value of the assets of the 
existing facility at the time of application. In the case of 
loan guarantees for commercial facilities, the borrower's 
minimum equity must also be 20 per cent. 


Contribution and Need A project is ineligible if in the 
Minister's opinion it: 
a) would not make a significant contribution to 
economic expansion and social adjustment within the 
designated region or special area; or 


b) would go forward without the inducement of an incentive. 


1.4 Organization for Administering the RDIA Program 


The primary responsibility for determining whether projects 
meet the requirements of the RDIA Program respecting location, 
type of investment, prior commitment, minimum size, equity and 
need is assigned to the Incentives Division of the Department 
of Regional Economic Expansion. During the period 1969-72 this 
Division was organized as indicated in Appendix B. The 
professional staff, who comprise approximately 60 per cent of 
the total staff of the Division, work under arrangements that 
facilitate common understanding of the legislation and fair 
and objective judgments of cases. 


To a varying degree all professional staff engage in 
activities aimed at identifying opportunities and inducing and 
assisting desired industries to locate or expand in the 
locations at which they are wanted. However, some staff 
Specialize in industrial development work while others 
specialize in evaluation and inspection work. 


Maximum use is made in the evaluation procedures of tech- 
nical expertise housed in other federal departments. Vital 
information, both from a regional standpoint and fitted into 
the wider, overall national context, is available for various 
departments but mainly from the Departments of Industry, Trade 
& Commerce, Environment (Fisheries), Manpower, and Agriculture. 


1.5 Evaluating Applications 


in 1ts essentials, evaluating a project, consists of 
assembling and analyzing the facts about the project and 
preparing recommendations to reject the application or to offer 
an incentive of a specific amount and under specific conditions. 
These latter are those of the Act plus such other conditions 
as are deemed essential and prudent as protection for the 
interest of both the public and the applicant. 


Evaluations are based on information collected from the 
applicant, other government departments and agencies, provincial 
and municipal authorities, Dun and Bradstreet Reports, and 
any other source of data relevant to factual and fair evaluations. 
As appropriate to the circumstances, the incentive officer 
Maintains contact with the applicant throughout this evaluation 
SO that the applicant may be aware of progress: tlhis: contact 
1S an important part of evaluations and whenever possible a 
visit 1s made to the project site by the evaluating officer. 


In regard to the evaluation process itself, analysis 
follows the general pattern of eligibility - viability - 
financial feasibility - need for an incentive - type and 
amount of incentive including grant/loan guarantee combinations - 
benefits - special conditions. This pattern may be broken at 
any point by a negative decision and may be restarted again if 
a Suitable restructuring option is found. 


1.6 Evaluation Information and Criteria 


The basic information used in evaluations and the factors 
considered in determining the amount of offers are as follows: 


Information The following basic information is used in 
evaluations: 


a) Capital Costs. A breakdown of capital costs and 
proposed jobs to be created in each of the first 
three years. 


b) Profit and Loss Statements. Pro-forma balance sheets 
and profit/loss statements covering a period of five 
years for a new facility. (An existing operating 
company would be expected to also forward the three 
previous years' audited financial statements). 


c) Marketing Information. One of the most important 
aspects of any project is clearly the scope of the 
market that the intended facility is to supply. 
Substantiation of market potential is specifically 
requested and may take the form of letters of 
commitment or letters of intent to buy. 


d) Management. The quality and experience of the intended 
Management are considered in some detail. If essential 
expertise is lacking, the Department would require 
assurance that this defect will be remedied. 


e) Financing. This includes disclosure of the source of 
funds and methods of financing. 


f) Operations. Other factors considered include the 
source of machinery and equipment. 


g) Pollution. Possible environmental effects are 
considered and standard safeguards are incorporated 
as a condition of offers. 


Determining the Amount of Incentive Offers. Major factors 


considered in determining the amount of incentive to be offered 
are as follows: 


a) An examination of the net economic opportunity. 
Among the questions asked are the following: 
From where is the market now supplied? At what rate, 
in relation to existing production, is the market 
growing? Accordingly, will the new or expanded plant 
operate successfully without any significant reduction 
in other production in Canada? 


b) Given the opportunity, is the project feasible? Is 
it technically sound? Are the physical and human 
resources adequate? How will costs compare with 
those of competitive operations? 


c) How important are the direct and indirect benefits of 
the project to the area? For example: How much of 
thes labour will béeslocal? eHow hikely «dis at :«to 
generate other developments in the area? 


d) What infrastructure investment will the operation 
make necessary? Is pollution adequately controlled, 
will it involve public costs, and how much are they 
likely to be? 


e) How does the prospective rate of return compare with 
the rate of return in an alternative location and 
the -rate ‘of return: thati-is normal for the type of 
investment? 


£) What levels of incentive have been found necessary 
for other comparable projects and what amount is 
likely to induce the applicant to go ahead with the 
proposal. 


1.7 Inspection, Payment and Follow-Up 


A standard condition of offers is a requirement that they 
be accepted within 90 days, otherwise they automatically lapse. 
Provided that an offer of a grant is accepted within this 
deadline, the case proceeds to the inspection stage. 


Essentially inspections are the basis for approving 
payments of incentives grants. They consist of ensuring that 
projects actually meet both the requirements of the Act and 
the conditions of the offer. Although fundamentally an audit, 


10 


the discretionary aspects of the legislation carry over from 
evaluation to inspection and careful judgment is required. 


The practice is to assign inspection and payment 
responsibility to an officer other than the one who performed 
the evaluation. This provides a fresh and independent judgment 
at the stage wherein the actual disbursement of public funds 
occurs. 


When the applicant's capital costs schedule has been 
received and the project is legally in commercial production, 
i.e., at least half of the assets upon which the offer was 
based have been in continuous operation for 30 days, the 
inspecting officer makes a thorough on-site inspection of the 
project. As a minimum he examines: the general ledger 
accounts; fixed asset control accounts; payment procedures; 
labour and wage records; accounts receivable and payable; 
invoices; details of any costs incurred on a non-arm's length 
basis; and the location and state of relevant physical assets. 
In addition he examines: the company's equity status, 
insurance coverage; credit position; marketing and sales 
policies; and various criteria of statutory compliance. 


On completion of his inspection, the officer prepares a 
report which, in addition to covering compliance and other 
audit details, gives his judgment regarding the continued 
Viability of the project and the prospect that direct job 
creation expectations will be fulfilled. This report recommends 
the amount of the first payment which may be less than but never 
more than 80 per cent of the incentive offered. The final 
payment must be made within a maximum of 30 months after the 
legal commercial production date if the incentive was based on 
Capital costs only and within 42 months after the legal 
commercial production date if the incentive was based on 
capital costs and direct jobs. 
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EART. 2 
A REVIEW OF RDIA ACTIVITY: GEOGRAPHIC DISTRIBUTION AND 
INDUSTRIAL COMPOSITION OF INVESTMENT AND JOBS SUPPORTED 


2.1 Introduction 


This part of the Report examines the achievements of, the 
Incentives Program in directly stimulating manufacturing and 
processing investment and employment in the slow-growth regions. 
Particular attention is given to the geographic distribution 
and industrial composition of investment and jobs supported 
under the Program. By way of orientation, a very brief account 
is first given of the overall activity of the Incentives 
Program during the 1969-72 period. 


2.2 Summary Data on the Operations of the Incentives Program 


Tables 1 and 2 give summary data on the operations of the 
Incentives Program since its inception. As of December 31, 
1972, the Department had received 6,936 grant applications. 

Of these applications 2,066 were withdrawn, 1,575 were rejected 
and 2,665 resulted in offers. Of the offers made 2,198 were 
accepted, 336 lapsed and 131 were outstanding. After accept- 
ance, 241 offers were either withdrawn or declined. Thus, as 
at December 31, 1972 the "net accepted offers" under the 
program totalled 1,957. 


The projected effect of these "net accepted offers" in 
terms of incentive grants committed, jobs to be created, and 
new fixed capital investment is $324.4 million, 81,752 jobs 
and $1,616.3 million respectively. 


Excluding Region C (the Montreal-Cornwall region which 
was designated in 1971, on a short-term basis, as being 
eligible for special development incentives) direct jobs 
expected from industrial incentives amount to 54,954. 
Incentives per job under RDIA (Region C excluded) average 
$4,980 and incentives as a proportion of capital costs 
average 21.9 per cent. 


Ree 


The designation of Region C (Montreal-Cornwall) brought 
a major industrial area within the Regional Development 
Incentives Program. Data related to Region C is tabulated 
separately. Since designation of the region in January, 1971, 
assisted investment is projected to generate almost 27,000 new 
jobs. 


While some $324.4 million were committed under the RDIA 
Program at December 31, 1972, incentives payments actually 
made up to that date amounted to $72.6 million. Approved 
capital costs associated with these payments amounted to 
$412 million and an approximate 21,000 jobs were actually in 
place. 


As of December 31, 1972 there were 14 net accepted offers 
under the loan guarantee program, for total guarantees of 
$16.3 million. Four of those approved were for commercial 
facilities and the remainder originated from Regional Develop- 
ment Incentives Act grant applications. 
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Disposition of Incentive Applications and 
Status of Offers as of December 31, 


Status of Applications 


Applications Received 
Applications Withdrawn 
Applications Rejected 
Applications In Process 


Offers 


Status of 


Offers 
Offers 
Offers 
Offers 
Offers 


Status of 


Offers 


Accepted Offers Declined 


Made 


Offers Made 


Made 

Lapsed 
Declined 
Outstanding 
Accepted 


Offers Accepted 
Accepted 


or Withdrawn 


Net Offers Accepted 


TABLE 1 


Status of Net Offers Accepted 


Net Offers Accepted 
No Payment Made 
Partial Payment Made 
Final Payment Made 
Guarantees in Force 


* A provincial breakdown is given in Appendix C. 
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Grants 


65.936 
2,000 
Lypods 

630 
2,665 


4,002 
237 
1279 
3.1 

2,298 


VAP ESE: 


241 
goo 


UPD: de | 
1,069 
847 
4] 


je a i i 


Loan 
Guarantees 
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In order to gain a view of how the Incentives Program 
has developed over time, Table 3 indicates the yearly level of 
RDIA activity. The indicator is expected jobs from net 
accepted offers segregated by year of acceptance. Figures for 
each year are totals resulting from offers accepted in that 
year which, at December 31, 1972, had either been acted upon 
Or were still active. Figures in the table for 1969 reflect 
the start-up phase of RDIA, during which it overlapped with 
the ADIA Program. The most pertinent data, therefore, relates 
to the period since 1969. Table 3 illustrates that the rate 
of job-support under the RDIA Program in 1971 and 1972 was, on 
average, approximately 33,000 per year. About 13,000 of this 
total accrued in Region C. 


As may be seen in the table, expected jobs from accepted 
offers in 1972 were well above those in 1971. This is true 
whether one looks at the total including or excluding Region C. 
But expected jobs from accepted offers outside Region C grew 
less rapidly between 1971 and 1972 than earlier, due to the 
Maturing of the RDIA Program. The Atlantic Region continues 
to show an increase in jobs expected from accepted offers, 
although the whole of the increase is accounted for by activity 
in Nova Scotia. The originally designated regions in Quebec 
appear to have picked up particularly strongly. In the 
western provinces RDIA activity appears to have fallen off 
somewhat from the 1971 level. 


It should be noted that the statistics on jobs, new fixed 
capital investment and value of incentive grants presented 
here relate, in all cases, to "net accepted offers". To arrive 
at the net position, adjustments are continuously being made to 
take account of withdrawals, declines and revisions of 
accepted offers and, further, for projects which cease opera- 
tions or enter into bankruptcy. The parliamentary monthly 
report for December 31, 1972 incorporates these adjustments. 
More adjustments will be required as notification is received 
on additional bankruptcies and withdrawals or declines of 
accepted offers pertaining to the 1969-72 period. 


2.3 Regional Distribution of RDIA Activity 


The regional impact of the RDIA Program is summarized 
in Table 4. Region C is noted separately. 
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Designation of Region C was introduced to provide a special 
incentive to help new projects go ahead quickly and thereby 
assist in overcoming the serious unemployment in that area. 

To maintain the relative position of the Atlantic Region, 
however, the special development incentive was incorporated 
into the levels of assistance already available in the region. 
In terms of value of incentives, only 15.7 per cent of the 

RDIA total has been awarded in Region C but some 33 per cent of 
total expected jobs will result therefrom. 


Of the RDIA totals, the Atlantic Region accounts for 25.1 
per cent of the value of grants committed under net accepted 
offers and for 17.2 per cent of the expected jobs. For the 
Province of Quebec, excluding that portion of Region C per- 
taining to it, comparable figures for grants and jobs were 
31.8 per cent and 29.4 per cent, respectively, of the RDIA 
totals. The remaining designated regions accounted for 27.4 
per cent of the value of net accepted offers and 20.4 per cent 
of total expected jobs. 


A further elaboration of regional RDIA activity is given 
in Table 5. Table 5 illustrates the provincial levels for 
manufacturing employment in 1969 - that is, at the time the 
RDIA Program was introduced - as well as the number of jobs 
associated with net accepted offers for each province. It 
shows that, in the provinces where the program applies most 
extensively, the share of total expected jobs is higher, in some 
cases considerably higher, than the share of total manufac- 
turing employment in Canada. 


Excluding Region C, approximately 70 per cent of all jobs 
Supported are located in the Atlantic provinces and Quebec. 
Newfoundland, for example, has received support for a far 
higher proportion of total assisted jobs than its share of 
Canada's manufacturing employment. More generally, all 
Maritime provinces accounted for greater shares of total 
assisted jobs than their shares of Canada's manufacturing 
employment. 


2.4 Regional Differentiation in Quality of Jobs Supported 


While the preceding section indicated that Quebec and the 
Atlantic Region have benefited substantially in terms of the 
total number of jobs supported under the RDIA Program, it appears 
that other provinces are benefiting from higher quality jobs. 

In Table 6 a comparison between provinces is given on the 
average capital costs per job supported since inception of the 
program to December 31, 1972. Also given is the provincial 
value of incentives per job supported. 


20 


a. 


€S6‘S (DO uotbhey *Toxs) TeRIOL 
0°O0T 0°OOT 7SL‘T8 0° O00T LT8‘T (dD uotTbey *TOUT) TeIOL 
ee - yt tiga oe Lee srl eTqUNTOD YusT3T44 
ae 8°72 ES7‘Z G"€ v9 eqzeqilyv 
€°P 6°72 VVE'Z a 6T ueMEYo Fe YSeS 
6° OT Cy v96‘S 8°Z TS eqo zTuewW 
- €°8 GLL‘9 v°LY 798 TeFOL 
7° 6 T°9 0€0’S VN WN 229430 
- ire GpL'T WN VN 2 uotbey 
OTTSRZUO 
= T°09 TST’ 6% O- ZE 78S TeIOL 
8° EF G* 672 L60‘%Z WN WN ZEYI0 
- 9°0€ 7S0‘SZ VN WN D> uotbey 
oeqend 
Z°OT 6°9 979'S 8°T E€ YOTMsuNATg MON 
v°OT Ox: OZL‘S | a 4 BE e2TOOS PAON 
tT OT BLL com | € pueTSI pzempy soutad 
9°€ oe €96‘T 6°0 La pueTPUNOJMON 
(D uotTbey *ToOxe) (Dd uoTbey * TOUT) * ON TeqOL (000) 
TeIOL FO % TeIOL JO % JO % °ON 
Sqor MeN }OOATC pezoedxg” VIdd (696T) 
quewAoT dug 
Hutanzoejnuew 
TeqOL 


ZL6T ‘TE AEqUIEDSeg OF SASFFO poeWdsedooy ION VICUY WoAF sqor MON 
qZOeaTqd peqQoedxg pue juewAoTduA Hutanqoejnuew [TetToOUuTAOrg TeRIOL 


G ATAVL 


22 


rf 
896 € Tein 6 |. (D uotbhbey Hutpntour) Teqo, 
086 7 999‘ 
‘Ke (0 uotbey butpntoxy) Teo, 
4 4 
ge‘ TT [80/29 qe SS 
VST‘E . Saeseee 
cies cop €T ueMSYyo ReYyses 
Ban fe 856 IT eqo 7 TuepW 
Say CSS VE Te3203 
; OL LY TY ZI3UI0 
807‘Z SVL eT OD uotbhey 
, F OTZIeRUO 
es OLT LT Te30L 
sees 8c9 02 22430 
CT SmeT OD uotbey 
Seqen 
eas LVLEAGk Stee ee 
007% 699’TE BTI09¢9 PA 
849'F al Re Pe 
leat PueTSI PpAzeMpy_ souTIg 
: er jaa pueTpunojsmen 
poe jzazoddns pe qazoddns oO 
qor 30e01Tq azed qor 30e1Tq sed 
SOATIUSDUT 7#SOD TeqQtTdeo 


ZL6L ‘TE Aequaedeqd OF dn peyazoddns gor AoeAaTC 3Aag 
SeATJUSDULT pue sysoD Teqtdes 


9 ATAVL 


Alberta and Ontario have had the most Capital intensive 
projects, with Nova Scotia third in rank but considerably 
below the first two in absolute terms. This result obtains 
from incentive support to a few large, capital intensive 
projects - such as the Proctor and Gamble facility in Alberta. 
In contrast, most of the incentive Support in Newfoundland has 
been extended to much more labour intensive facilities. 


Capital intensive projects are frequently associated with 
high quality jobs. If it is true that more remunerative and 
skilled jobs are found in capital intensive industries, then it 
would appear that Alberta and Ontario have benefited somewhat 
more than other provinces in terms of the quality of job being 
Supported. Table 6 also points out that the level of incentive 
per job supported is highest in these provinces. It should be 
noted, however, that a relatively small proportion of the total 
RDIA supported jobs is to be found in Alberta and Ontario. 


2.5  RDIA Activity Within Special Areas 


DREE activity in Special Areas is intended to promote and 
to a degree concentrate economic activity in industrial growth 
centres in an attempt to accelerate area-wide economic 
development. Aside from this intention, and without prejudice 
to the principle involved, other centres across Canada were 
designated Special Areas eligible for incentive assistance in 
Order to meet certain local requirements and conditions. In 
this manner, SaSkatoon, Regina and Renfrew became Special Areas 
and qualified for incentive grants, while adjoining areas to 
these centres did not so qualify. Similarly, a number of 
Special Areas were created in Newfoundland, where the intention 
was to upgrade facilities and make it increasingly attractive 
for people from outlying areas to relocate. 


Tables 7 and 8 present data on RDIA activity respecting 
the Special Areas. Table 7 indicates that, excluding Region C, 
of total offers accepted somewhat more than one quarter were 
for projects in the Special Areas. More importantly, however, 
on the basis of jobs, value of offers and particularly capital 
costs, Special Areas accounted for significantly greater shares 
of total RDIA activity. Considerable variation, however, 1s 
indicated as between provinces. Three provinces show a heavy 
concentration of RDIA activity in their Special Areas - 
Newfoundland, Saskatchewan and Alberta; in addition, the 
Special Areas of New Brunswick contained roughly one-third of 


RDIA activity. 
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TABLE 7 


RDIA Activity Within Special Areas as a 
Percentage of Total Provincial Activity up to December 31, 1972 


Newfoundland 
Nova Scotia 
New Brunswick 

* 
Quebec 

‘ * 
Ontario 
Saskatchewan 


Alberta 


TOTAL * 


* 
Excluding Region 


e 


Share of 
Net Offers 
Accepted 


7646 


23.4 


2851 


Estimated 
Share of 
Incentive 
Grants 


36.9 


24 


Share of 
Expected 
Direct 


New Jobs 
% 


Share of 
Expected 


EligibaZ 


€ 


Capital 


Costs 


3352 


TABLE 8 


Rates of Incentive by Province and Special Area 


up to December 31, 1972 


Newfoundland 
Special Areas 


Nova Scotia 
Special Areas 


Prince Edward Island 


New Brunswick 
Special Areas 


Quebec (excluding Region C) 
Special Areas 


Ontario (excluding Region ¢) 
Special Areas se 


Manitoba 


Saskatchewan 
Special Areas 


Alberta 
Special Areas 


British Columbia 


TOTAL (excluding Region C) 


25 


Estimated 
Incentives as a % of 
Eligible Capital Costs 


38 
39 


OM, 
40 


38 


41 
1 


au 
bite 


ar 
34 


26 


24 
23 


18 
18 


23 


Lie 


% 


Estimated 
Incentive 
Per Job 


Table 8 illustrates RDIA activity by Province and Special 
Areas, showing per cent of incentive to eligible capital 
assets and incentives paid per job. It can be observed from 
the table that the rate of assistance on either capital or jobs 
given in Special Areas is, in the case of some provinces, 
higher than that given outside the Special Areas while, in the 
case of other provinces, the opposite pattern has - on average — 
evolved. 


In New Brunswick, for example, Special Areas received a 
lower fraction of total eligible capital costs as incentive 
grants and a lower incentive per assisted job as compared to 
similar ratios for the province as a whole. On the other hand, 
Nova Scotia's Special Areas received a higher fraction of 
total eligible investment as an incentive, but considerably 
smaller grants per assisted job as compared to the province. 
Industrial grant assistance for projects within Special Areas 
of other provinces either exhibited similar comparative ex- 
periences to those of New Brunswick and Nova Scotia, or 
displayed patterns with little noticeable difference in degree 
between the Province and Special Areas. 


There is nothing surprising in the above outcome. The 
RDIA Program is administered in such a manner that the 
minimum grant is given consistent with ensuring that the 
assisted project does, in fact, go ahead on a viable basis. 
The extent that a Special Area location is preferred over a 
location in the hinterland (or vice versa) does not, for this 
reason, permit a higher (lower) rate of grant to be awarded to 
the assisted project. Furthermore, the RDIA Program relies - 
in large measure - upon initiatives from the private sector 
and there are limits to what can be done to stimulate 
initiatives pertaining to particular centres within designated 
regions. 


2.6 Industrial Composition of Investment and Jobs Supported 


The industrial structures of the designated regions are, 
in many cases, largely local market and resource oriented. 
Questions have therefore been raised about the capacity of the 
RDIA program to affect, change or diversify industrial 
structures. 


Diversification, however, cannot be extolled as a 
universally sound objective of the incentives program. It may 
be that such factors as transportation costs and labour skills 
preclude major deviation from existing industrial structures 
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in certain designated regions. Alternatively, if the com- 
parative advantage cf a region is strongly related to a 
particular resource and further gains could accrue from 
increased manufacturing based on that resource, then continued 
concentration in this line of activity may well be the most 
sensible development course to pursue. 


One indicator of the impact of the incentives program on 
the industrial structures of the designated regions is the 
distribution of support activity by type of project. Table 9 
classifies net offers accepted, by province since inception 


Gr the program to December 31,..1972, according to whether the 
project involved: 


a) modernization or expansion of existing facilities; 


b) a new plant; 
c) anew product line; or 


ad) some combination of the above. 


About 36 per cent of the projects have involved moderniza- 
tions or expansions of existing facilities, and about 57 per 
cent of the projects have involved new plants or new product 
lines. While these percentages apply to total RDIA activity, 
exclusion of Region C does not materially alter the distribu- 
tion. Further, from this point of view, the distribution of 
RDIA activity by type of project has been quite similar in 
each year since inception of the program. 


The distribution of RDIA activity by industrial sector 
for all regions combined is shown in Table 10. The greatest 
number of jobs supported is in the wood related industries 
(14.0% of total). The transportation industry ranks next 
(11.4% of total), followed by the clothing industry (8.8%) and 
the textile industry (7.0%). In terms of capital investment 
and the value of incentives offered, the ranking of industries 
supported under the RDIA Program is considerably different. 
While wood related industries are important on both these 
accounts, the primary metal industry and paper and allied 
industries also account for significant proportions of the 
totals. 


Table 11 disaggregates RDIA industrial job-support 
activity by region. 
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TABLE 9 


Net Offers Accepted by Type of Assisted Project 


up-~to.<December, 31, 1972 


Number of Assisted Projects 


Modernization 
Ox New New 
Expansion Plant Product Combination* 


Newfoundland 18 Silk 8 4 
Prince Edward Island aia) ae! 8 2 
Nova Scotia ait 48 a6 4 
New Brunswick 50 66 15 8 
Quebec: 

Region C PASS 202 142 66 

Other 203 232 65 22 

Toead 453 434 207 98 
Ontari6: 

Region C 8 2 3 

Other 23 Bee 2 

Ota 3.) 63 as) 4 
Manitoba 69 76 13 16 
Saskatchewan 12 21 7 | 
Alberta 3 30 3 
British Columbia 8 13 2 
Totade (inel.- Region- ec) LLG 195 297 149 
Total «Exel. Region. Cc) 458 581 152 82 


* For example, a project involving both the modernization of 
existing facilities and the production of a new product. 
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In the Atlantic region, while there appears to be some 
re-Orientation towards rubber and plastics, the overall 
impression is that incentives are distributed in a manner that 
is patterned after the existing distribution of industry. 

For example, 43 per cent of the manufacturing labour force is 
in the food, beverage, fishing and wood sectors; these sectors 
account for approximately the same percentage of the jobs 
directly supported by the incentives program. 


Aggregate figures for the Atlantic Region, however, gloss 
Over Significant differences between the individual provinces. 
Early emphasis in Newfoundland was given to food and fish 
processing but, as the incentives program has matured, other 
Sectors have been more active. In contrast, RDIA activity in 
P.E.I. has been, and continues to be, predominantly in fish 
and food processing. With the major exception of significant 
assistance for the expansion into the rapidly growing radial 
passenger car tire field, RDIA activity in Nova Scotia has 
primarily supported investment in that province's traditional 
sectors. In the case of New Brunswick the incidence of offers 
accepted by traditional industries has declined very rapidly 
Over the four years that the RDIA Program has been in operation. 
Moreso than for the other Atlantic provinces, the RDIA program 
appears to be encouraging a change in emphasis in New Brunswick 
from traditional and generally slow growth industries to 
dynamic industrial sectors. 


In Quebec there is evidence of significant development 
growth particularly in knitting mills, wood and transportation 
equipment industries. Sectors that have considerably less 
representation under RDIA than in Quebec's 1969 industrial 
base are foods, paper products, printing and chemicals. 
Textiles and clothing which employ approximately 20 per cent 
of Quebec's manufacturing labour force, account for 19 per 
cent of RDIA supported jobs. In terms of trends in industrial 
assistance, since inception of the program, there is evidence 
to suggest that the momentum of job creation under RDIA in 
Quebec is changing from support of the existing industrial 
mix to a more diversified mix. 


In Manitoba, the foods and beverages industry accounts 
for almost one-quarter of the labour force but only one- 
twelth of expected incentive jobs. The second largest 
employer - the clothing industry - accounts for 13 per cent 
of the labour force but 16 per cent of expected jobs. The 
re-orientation under incentives has been largely toward rubber 
and plastics and transportation equipment. 


In Saskatchewan, one-quarter of expected jobs are in the 
food and beverage sectors. Nonetheless, this proportion is 
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considerably lower than the 40 per cent share of the total 
manufacturing base held by this sector in 1969. There was a 
relative concentration of incentives activity in clothing, 
primary metals and transportation equipment. 


In summary, the impact of the RDIA Program on the 
industrial composition of the Atlantic Provinces, Quebec, 
Saskatchewan and Manitoba has been mixed. There has been 
considerable support for their traditional industrial sectors, 
but there has also been support for new activities. Some 
diversification of the manufacturing base has occurred under 
the RDIA Program in Quebec, Manitoba and Saskatchewan. In 
the Atlantic provinces evidence of diversification is strong 
in New Brunswick, less so in Newfoundland and Nova Scotia, 
while RDIA activity in P.E.1. centres on the traditional 
sectors of fish and food processing. 


2.7 Conciusion 


In discussing the RDIA Program activity in relation to 
both its concentration within the slow-growth regions and the 
industrial composition of jobs supported, two characteristics 
of the program have been underscored. They are, first, that 
the program depends primarily upon initiatives from the 
private sector and, second, that the program is administered 
in such a way as to offer the minimum grant consistent with 
ensuring that the project goes ahead on a viable basis. 


In light of these considerations, therefore, it is to be 
expected that, as Part 2 has shown, there has been no particular 
concentration of RDIA activity in the Special Areas. Nor has 
there been any noticeable tendency to either diversify 
industrial structures or to encourage industrial concentration 
and rationalization. A normative statement about the 
performance of the incentives program should not be deduced 
from these observations, however, for industrial concentration 
and diversification of the economic base cannot be extolled 
as universally sound objectives. 


The response of the buSiness sector to the incentives 
program has been considerable. A very substantial amount of 
investment and jobs has been or is slated to be supported as 
a result of incentives offers made and accepted during the 
1969-72 period. On the basis of net accepted offers as of 
December 31, 1972, assistance is to be extended to help 
generate $1.6 billion in manufacturing and processing invest- 
ment and 81,752 jobs. Offers made and accepted under the 
incentives program are now providing support for job-creation 
at the rate of approximately 33,000 jobs a year. About 
13,000 of this yearly average is attributable to activity in 
the Montreal-Cornwall designated region. 
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PART 3 
AN EVALUATION OF THE INVESTMENT AND JOB IMPACT 
OF THE RDIA PROGRAM 


Syi,  sneroauct ion 


The description of RDIA activity given in Part 2 was based 
upon anticipated investment and jobs associated with total net 
accepted offers as of December nae, (ove. afhats is) upon the 
expectation that investment and jobs actually put in place 
would match forecasts made when offers are made and accepted. 


It should be recognized, however, that there are a number 
of events that may cause actual performance to differ from the 
forecast. Further, inevitably some fraction of those invest- 
ments and jobs supported by the RDIA Program would have 
materialized in the absence of an incentive. 


Part 3 analyzes, first, the factors that may cause the 
investments and jobs put in place to differ from the levels 
anticipated at the end of 1972. An analysis is then given of 
the degree to which RDIA supported investments and jobs would 
have been created without the incentives program. After taking 
account of both sets of adjustments, an estimate is made of 
the probable impact of the RDIA Program in stimulating net new 
continuing jobs in the manufacturing and processing sectors of 
the slow-growth regions. 


3.2 Adjustments to RDIA Job Creation Forecasts 


The data presented in Section 2.2 of this Report indicated 
that 81,752 jobs are anticipated to result from the 1,957 net 
accepted offers made from inception of the incentives program 
to December 31, 1972. On the basis of experience to date, 
however, it can be stated that fewer than 81,752 direct new 
jobs will actually materialize from offers made during the 
period under review. The following points need to be 
considered in estimating the final outcome: 


a) further withdrawals or declines of offers accepted 
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during the 1969-72 period may occur, thus reducing 
the "net accepted offers" figure of 1,957 and 
consequently the December 31, 1972 total of 

Gl io2 100s 


b) of those projects that do reach commercial production 
some may cease operations, thereby reducing the job 
total: 


c) the value of accepted offers and degree of job 
creation will change as individual firms revise 
their plans and scale of operations. 


3.2.a Offers Withdrawn or Declined after December 31, 1972 


In respect to the first point, some applicants that have 
been awarded an incentive grant either change their mind (i.e. 
decline; the offer) or fail to’ meet a Condition of the offer 
(i.e., the offer is withdrawn). From inception to December 31, 
1972 approximately 11 per cent of accepted offers had either 
been withdrawn or declined. To reiterate, the net accepted 
offers figure of 1,957 and the job total of 81,752 incorporate 
adjustments for withdrawals or declines made by year end. 


Additional withdrawals and declines, however, will no 
doubt be registered relating to the 1969-72 period. For while 
most adjustments have already occurred for offers made in 1969 
and 1970, more adjustments can be expected for offers made in 
1971 and 1972. Experience with offers accepted in the earlier 
years of the program suggest that some 18 per cent are either 
withdrawn or declined. Since the net accepted offers total 
for the 1969-72 period already incorporates an 1l per cent 
adjustment for offers withdrawn or declined, it would not be 
unreasonable to expect that roughly 7 per cent fewer cases will 
actually materialize than indicated by the December SAM MRS Wy? 
figures. In turn, expected jobs and incentives payments may 
be some 7 per cent lower. 


Note should be taken of two factors that may act to reduce 
the adjustment necessary to make allowance for offers made and 
accepted in the 1969-72 period but withdrawn or declined after 
December 31, 1972. First, it will be recalled that the RDIA 
Program developed at a time when business conditions were not 
buoyant. The buoyancy now being experienced should provide a 
much more positive climate for proceeding with scheduled 
projects, and the rate of "fall-out" (i.e. declines and with- 
drawals) associated with offers accepted in 1971 and 1972 may 
not be as high as it was in earlier years. Secondly, the rate 
of “fald-out" should? decdinesas techniques for processing 
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applications are perfected and expertise accumulates in 
identifying sound, viable projects that will, if assisted, go 
ahead. Undoubtedly there has been a learning process in the 
administration of the incentives program. 


Neither the influence of cyclical business conditions nor 
the influence of a learning process can be quantified at this 
stage of the incentives program. Thus, while a downward 
adjustment of 7 per cent is used to make provision for offers 
accepted in the 1969-72 period but withdrawn or declined after 
December 31, 1972,:the adjustment made should be recognized as 
possibly unduly large. 


ac2.0..ClLosure of Supported Projects 


As is to be expected, some RDIA Supported projects that 
begin commercial production Subsequently go bankrupt or cease 
operations. In estimating the impact of the RDIA Program in 
stimulating net new continuing jobs, therefore, the job totals 
derived from the forecasts made at the time when offers are 
made and accepted should be adjusted to reflect jobs likely to 
be lost through closures of supported projects. 


At the end of the period covered by the assessment, 31 
closures had occurred amongst RDIA supported projects. Jobs 
associated with these projects number 2,168. It is possible, 
indeed likely, that a number of these projects will be reactivated. 
Only two projects had, as of December 31, 1972, been written- 
off and the associated 123 jobs deducted from the RDIA job 
total. While an additional 2.5 per cent reduction in the RDIA 
job total may be required if the 2,045 jobs associated with 
the other 29 projects cannot be reestablished, the prospects 
of reactivating at least some of these projects argues for a 
somewhat lower discount factor respecting closures as of 
December 31, 19.72. 


Further notifications of closures relating to offers made 
during the 1969-72 period can be expected. About half of the 
net accepted offers pertaining to this period have reached the 
stage of commercial production, but a portion of these only 
relatively recently. Thirty-one closures represent 1,5) per 
cent of projects approved and 3.5 per cent of projects where 
payments have been made. The percentage of jobs lost to total 
jobs expected is only 2.6 per cent but, more significantly, 
the percentage of jobs lost to jobs paid is 6.4 per cent. 


How large an adjustment should be made to the RDIA job 
total to account for further closures of projects supported by 
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offers made and accepted in the 1969-72 period is very difficult 
to determine. Perhaps the most reasonable position at this 
juncture is to assume a repetition of the experience to date. 


As already stated, with approximately half the projects 
now in commercial production 31 have ceased operations Or — 
become bankrupt with a potential loss of 2,168 jobs. Assuming 
that a similar pattern emerges as the remaining half of the 
projects come into commercial production, another approximate 
2,200 jobs could be lost. Combining these two figures would 
give - keeping in mind the adjustment of 123 jobs already 
contained in the parliamentary releases - a total adjustment 
on behalf of closures of 4,250, or 5 per cent of the December 31, 
1972 figure of 81,752 jobs. To the extent that closures can be 
reactivated, though, the adjustment necessary may be less than 
chs: 


It should be noted that in terms of establishments the 
closure rate respecting RDIA assisted firms is - to date at 
least - lower than the rate for total manufacturing across 
Canada.e This asitparticulanlyisrgnificant. in) light of ‘the fact 
that the Incentives Program applies to the disadvantaged 
regions of the country where the risk of failure is higher. 

In 1969 and 1970, for example, manufacturing establishments 
in the Atlantic provinces and Quebec had a relatively high 
failure rate compared to Ontario. 


While not directly relevant to the job creation of the 
incentives program, it should also be noted that legal action 
is undertaken to recover incentives paid in respect of assisted 
projects that have ceased production and gone into bankruptcy. 


3.2.c Scale and Other Adjustments to RDIA Job Totals 


Finally, in an effort to determine the outcome from 
commitments or forecasts contained in net accepted offers, some 
account must be made of changes in plans and scale of operations 
of RDIA supported firms. Some firms reduce their scale of 
operation from that forming the basis for an offer, thereby 
reducing the incentive to them but also, in general, the number 
of jobs created. On the other hand, some firms increase their 
Scale of operation beyond that specified and approved in the 
original authorization of a urant’ offer. 


It is very difficult to gauge what the net effects of scale 
adjustments will be in terms of jobs created. The most concrete 
information is gathered at the time of payment of the offer. 
Commercial production must begin prior to any incentive payment. 
As of December 31, 1972 final payments had been made to 41 firms. 
These payments were made on the basis of 329 jobs in place, 
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versus 408 jobs expected at the time Of authorization of the 
offers. This represents a 17 per cent shortfall. 


Needless to say, experience with 41 firms is a very small 
Sample on which to draw inferences about the general outcome. 
In addition, while increases in scale beyond original plans 
are partially accounted for in the RDIA tally of jobs, the 
legislation states that the number of jobs directly created 
may not —- for purposes of determining the amount of the 
incentive - exceed by more than 15 per cent the number of jobs 
Specified and approved in the authorization. Overruns beyond 
this amount are not, therefore, recorded in the RDIA statistics. 


Perhaps more importantly, no provision is made for the 
retention of jobs that would otherwise be lost but for.RDZA 
Supported projects involving the rationalization and 
modernization of plant facilities. The more dramatic cases in 
which RDIA assistance has saved existing jobs can be identified. 
These include eleven cases for which grants: of,37.0..million 
have been made to help save 2,430 jobs. In addition, DREE 
participated in the Sydney Steel modernization program. Grants 
totalling almost $16 million were made towards the $94 million 
modernization program. No jobs were recorded as being created 
by this action, but undoubtedly Operations would have ceased 
sometime in the future if no modernization had taken place. 
Since some 2,800 are employed by Sydney Steel, jobs lost would 
have been very considerable. 


3 ae et Summary 


Forecasting the final job outcome from RDIA net accepted 
offers for the period 1969-72 is a very complex and difficult 
exercise. The nature of the variables involved makes precision 
almost impossible. So as to make allowance for offers with- 
drawn or declined after December 31, 1972, it was suggested 
that deflating the RDIA job total of 81,752 by 7 per cent would 
yield a conservative estimate of the final outcome. An 
additional deflator of 5 per cent was suggested to make 
provision for jobs lost as a result of closures. Scale 
revisions may cause a further 17 per cent shortfall from the 
expected job outcome, although this was pointed out as being 
possibly on the high side as overruns are only partially 
accounted for in the RDIA statistics. 


Summing the above percentages at their face values gives 
a cumulative adjustment of 29 per cent. However, both the 
adjustment for closures and the adjustment for scale revisions 
or alterations may well be too high. This consideration, 
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together with the very significant offset resulting from over- 
runs and jobs saved in the rationalization and modernization 
of plants, argues for a much lower overall deflator. 


Our best estimate at this stage of the RDIA Program is 
that, taking account of all the factors discussed above, the 
actual number of continuing jobs created may fall short of the 
total associated with net accepted offers as of December 3l, 
1972 by some 20 per cent. 


Given this adjustment, jobs created by projects assisted 
by incentives offers in the three and a half year period should 
approximate 65,400. Of this total, roughly 33 per cent will 
be in Region C and 67 per cent in other designated regions. 

The adjusted job-support rate under the RDIA Program would be 
in the range of about 27,000 jobs a year. This average for 
1971 and 1972 reduces to about 16,000 a year when Region C is 
excluded. 


Except for the adjustment made on behalf of closures, 
incentive payments will be lower than the December 31, 1972 
figure by a similar percentage as that applicable to expected 
direct new jobs. 


333 Incremencality of Jobs Supported 


Just as it was noted in the preceding section that not all 
expected jobs will materialize, so too not all that are created 
can, in retrospect, be said to have been created by the RDIA 
Program. Some of these jobs would have been created without 
the program. Despite the detailed screening process described 
in Part’ 2 of this Report, the difficulties of evaluating 
almost 7,000 applications received in the three and a half 
year period under review have - not surprisingly to those 
cognizant of the problem - undoubtedly resulted in some 
judgements that were faulty in terms of whether projects would 
proceed without incentive assistance. 


In order, therefore, to determine the RDIA Program's 
impact on investment and employment prospects in the slow- 
growth regions an estimate must be made respecting the degree 
of “incrementality" of investment and jobs supported. 


In the RDIA context, incremental jobs could result in 
four different ways: 


(is) Location option 


38 


The applicant would have located in a non- 
designated region. By inducing such a project to 
locate in the designated region, the jobs and 
investments are incremental to that region. 


(ii) Size Change 


Because of the availability of an incentive, the 
applicant constructed a larger facility ‘than 
otherwise would have been the case. In this 
instance, incremental jobs and investment relate 
only to the increase in size of the project. 


(iii) Timing Change 


The availability of the incentive makes the 
applicant undertake a project now rather than 
sometime in the future. Incrementality in this 
instance relates only to the advancement in 
time frame. 


(iv) Viability Threshold 


The anticipated return on investment, without 
a grant, may be insufficient to attract an 
investor with other options for his capital. 

By offering a grant a marginal project becomes 
viable. Alternatively, the grant may make up 
for limited capital available to the applicant, 
thereby permitting a project to proceed which 
would otherwise be beyond the capability of the 
investor. 


All four types of incrementality are in keeping with the 
RDIA legislation, but attainment of the long-run goals of the 
Department will be most significantly influenced by its success 
in inducing recognition of and pursuit of new investment 
Opportunities in the slow-growth regions. 


The relevance of timing shifts is limited. While advancing 
jobs forward in time yields immediate benefits, if they would 
accrue in the natural course of events classifying them as 
fully incremental may - unless agglomeration effects are 
Significant - give an unduly favourable impression of the 
RDIA Program's performance in contributing to employment 
creation. It should be noted, however, that the objective in 
designating Region C was fundamentally different from that 
leading to the designation of the other regions, and that 
acceleration of new projects in time was sought to help over- 
come less deep-seated and less persistent but nevertheless 
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serious unemployment in the area. 


Each incentive offer is made after careful analysis and 
finding that the project would not proceed without the 
incentive. The screening is a real one, resulting in rejections 
of approximately 20°per cent of applications otherwise 
acceptable. Thus, at the time an offer is made, each case is 
incremental in the considered opinion of the responsible 
officials of the Minister. 


Review of offers several months after the fact has also 
been carried out to determine whether, with the benefit of 
hindsight, some projects could now be said to have been likely 
to proceed without assistance. There is no doubt that some 
such cases occur. The best estimate possible, based on an 
internal review of a large sample of cases, indicates that 
less than 10 per cent of offers relate to such cases. 


Not all jobs associated with "incremental projects" are 
incremental jobs. A project may be brought forward in time, 
and thus qualify for an incentive, but the jobs may not be 
considered as net additions to the region over the medium or 
long tenn, solmilarly, 1 1S difficult to establish precisely 
the incremental jobs provided by a project which has increased 
in size with an incentive. 


Lack of precision in defining incrementality confounds, 
of course, the problem of measuring incrementality. With 
this in mind, a number of studies are reported upon below 
which draw upon questionnaires, interviews and the RDIA case 
files in order to help estimate the impact of the incentives 
program in stimulating projects that would not otherwise 
have materialized in the slow-growth regions. 


One final caveat before proceeding. It should be kept 
in mind that a definitive evaluation of incrementality is not 
possible. The objective is simply to gain an insight based 
on the collective evidence available. 


3.35445 DREE! Ss Internal Study 


DREE has undertaken a two part analysis of incrementality. 
In the first part a sample of 329 cases, representing well 
over 50 per cent of both total commitments and expected jobs 
under the RDIA Program, was classified according to whether 
Or not the projects concerned had location options. To 
determine whether a project had a locational option in a non- 
designated region an incrementality matrix was developed 
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incorporating resource and market factors which are determinants 
of locational mobility. These factors were defined and RDIA 
accepted offers (excluding Region C) were classified in the 
matrix of resource and market factors. For example, if the 
project involved the use of natural resources and if less than 
2/3 of the production was destined for sale outside the region 
then the project was classified as not having a locational 
option. Departmental files were referred to in each case to 
help determine whether the investment concerned could have 

been located elsewhere. 


According to the classification system followed, projects 
with location options comprise 58.5 per cent of the grants 
accepted, 43.3 per cent of direct jobs to be created and 
63.1 per cent of fixed assets. The incidence of locational 
options was found to be highest amongst the 87 cases receiving 
grants in excess of $500,000. For those below $50,000 there 
was no evidence of location options. It was assumed that 
evidence of a location option for an RDIA recipient firm 
demonstrated an incremental impact. That is, the recipient 
firm could have located in a non-designated area but was 
induced to locate in the designated or special area. The 
validity of assuming that evidence of a location option for 
an RDIA recipient firm demonstrates an incremental impact is, 
however, hard to test. 


Identifying the incidence of the other types of incremen- 
tality is difficult, if not impossible, to undertake in a 
fashion which will produce definitive results. The approach 
used was to request the provincial offices to classify offers 
accepted into five categories reflecting incrementality: 


1. With locational option 
2. Size change 

3. Timing change 

4. Viability threshold 

5. No effect 


Definitions of each category were provided. In the case 
Of applications with which the provincial offices were 
unfamiliar, no classification was to be made. In accordance 
with remarks made earlier in this Report, only 20 per cent 
of the jobs created by projects classified as having size or 
timing changes were considered to be incremental. Similarly, 
it was estimated that 2/3 of the jobs resulting from 
"viability threshold" cases are incremental. As of September 
30, 1972 there were 1,203 RDIA accepted offers, excluding 
Region C. 569 of these offers were classified for incrementa- 
lity, representing 47.3 per cent of offers accepted. 
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By combining the results of the first part of the study 
concerning location options and the survey of provincial 
offices concerning other dimensions of incrementality, and 
applying the ratios to accepted offers as of September 30, She Bp 
the following is obtained: 


Incrementality by Type (Region C excluded) 


GapitalLicosts Grants 

Type Orudnerementality SermLl Lon Jobs $ million 
Locational options L202 22,688 147.0 
Size change S20 829 Paps, 
Timing change oer 834 265 
Elements of both timing . 

and size 8.9 829 St 
Viability threshold 143.3 9,427 Bias 
No effect 0 0 0 
Incrementality Total 891.5 34,607 193.4 
RDIA Sample Total Pie 4 49,429 248.3 
Incrementality as % of 

RDIA Sample Total The Ree! 1020 Vile. 


The results recorded above incorporate discounts, as specified 
earlier, for those cases involving size or timing changes and 
for those cases involving "viability thresholds". 


From the above table, RDIA assisted investment is 
estimated to be almost 80 per cent incremental, associated jobs 
are estimated to be 70 per cent incremental and the value of 
grants supporting incremental projects and jobs represents 
78 per cent of the total. This means that 70 per cent of the 
jobs being supported by the RDIA Program would not be created 
in the absence of the program. Similarly, over three quarters 
of the grants relate to investment which would not have occurred 
without the program. It is apparent from the above table that 
much of the program's incrementality results from its influence 
on locational options. 


42 


3.3.b— The APEC Survey 


The Fifth Annual Review of the Atlantic Provinces Economic 
Council included results of a mail Survey of selected firms 
that had accepted grants offered by DREE. Questionnaires were 
sent to firms both outside and inside the Atlantic Region. All 
firms accepting offers for new plant construction outside the 
Atlantic region as of March 31, 1971 were sent brief question- 
naires; all firms accepting offers for undertakings in the 
Atlantic region--whether new plants, expansions or modernizations-- 
were sent a more detailed questionnaire. 


Of the 196 firms receiving DREE grants for new plant 
construction outside the Atlantic region, 98 replied. Ninety- 
one replies were usable, which represents 46.4 per cent of all 
firms receiving DREE help to build new plants up 't@ Mareh 31, 
Eo713 


Of the 133 projects receiving DREE help in the Atlantic 
region, there were replies from 73 which represents 54.8 per 
cent of all DREE assisted projects in the region up to March 31, 
K bp a 2 ee 


Following is a summary of responses to the questionnaire, 
by recipients of grants for projects outside the Atlantic 
region, respecting incrementality: 


Would the project have been undertaken without an RDIA 
grant? 


Yes 19 20.9 per cent 
No 59 64.8 
Other 12 is 
No response bs ad: 
Total usable replies Bi 100.0 


Following is a summary of responses to the questionnaire, 
by recipients of grants for projects in the Atlantic region, 
respecting incrementality: 


Would the project have been undertaken without an RDIA 
grant? 


Yes 14 19.2 per cent 
No 50 68.5 

Other 9 iy: 

No response a 

Total usable replies wie 100.0 
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The two sets of responses indicate that the RDIA Program 
caused 65 - 69 per cent of the projects surveyed to be under—- 
taken. Further, 57.5 per cent of the firms surveyed in the 
Atlantic region stated that the size of their expansion or new 
facility was affected by the availability of a grant and 49.3 
per cent said the timing of their project was affected by the 
availability of a grant. 


There is some doubt as to whether the APEC questionnaire 
was sufficiently discriminating. For example, there was no 
reference to location options in the questionnaire and, hence, 
it is ,diffictlt to wage the credibility of the high incrementa- 
lity rate suggested from the survey. With this proviso in 
mind, it may be concluded that the APEC study suggests a combined 
incrementality rate in the 70 - 80 per cent range as being 
reasonable. 


3.36 aithe Springate Thesis 


David Springate, in his doctoral thesis for the Harvard 
Business School, reported on a field survey he conducted with 
selected executives in Quebec, Ontario and the Maritimes, whose 
companies had been granted incentives under the RDIA Program. 
Of the thirty-one unidentified cases he examined, eighteen 
were large companies with annual sales exceeding $20 million. 
The total incentives grants for all thirty-one cases was 
$37.5 million, with 2,600 expected jobs. In relation to net 
accepted offers as of December 31, 1972, this sample represents 
about 2 per cent of offers, 11 per cent of incentives commit- 
ments and*3' per“cent Of Jobs. 


Mr. Springate concluded, on the basis of these interviews, 
that RDIA grants had relatively little effect on the investment 
decisions of large firms. While in three cases foreign 
Operations were attracted to Canada, there was little influence 
on either the location of "domestic" investment within Canada 
or the timing of investment. Two-thirds of the offers made to 
the large companies he considered to represent windfall gains 
(grants to the large companies in the sample totalled $34 
MLL Lon) 


According to this survey, the grants had very little effect 
on the location of small firms, although somewhat more so than 
for large firms. Their chief impact appeared to be on the size 
of investment. He concluded that the incentive grants to small 
firms do not influence investment in any significant manner, 
and, for this reason, that roughly one-half of the incentive 
grants could be considered windfall gains. 


A number of explanations were offered in the report for 


the high percentage of windfalls, foremost amongst them being 
a willingness on the part of businessmen to submit biased 
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information and the difficulty on the part of DREE in judging 
the need for an incentive. The conclusions were drawn, however, 
from limited hours of very informal, unstructured, subjective 
interviews. It is not known whether Mr. Springate talked with 
officials in a position to speak with authority about the 
investment decisions involved, or to what degree he had access 
to the type of detailed company information that is available 
to Departmental officials when applications are being evaluated. 
Finally, it is questionable whether Mr. Springate was able to 
discern biased information that may have been given him by 
those interviewed--a factor of some importance in view of his 
conclusion that biased information is often given by companies 
to DREE. 


3.3.d. Summary of Incrementality as Determined by Questionnaires, 
Interviews and Reference to Case Files 


Sample surveys are extraordinarily difficult to conduct 
in a way that give unbiased results. The unstructured informal 
approach of Mr. Springate contained no controls and was highly 
Subject to the rationalizations of respondents. The APEC survey 
and the Departmental analysis are also subject to uncertainty, which 
necessarily accompanies an attempt to determine what the out- 
come might have been if a material fact had been altered. 


Two of the studies reviewed here indicate very similar 
conclusions respecting incrementality. The third reaches a 
very different conclusion. While none of the analysis can be 
Said to be conclusive, the broader sample and more detailed 
analysis of the APEC and DREE reviews may suggest that the 
70 per cent level of incrementality indicated by these reviews 
is more nearly the case than the approximate 30 - 50 per cent 
level suggested by Mr. Springate. 


3.8 Probable Job Creation Impact of RDIA 


In Section 2.2 of this report statistics were presented 
on the expected jobs from RDIA grants. Table 3 (page 18) 
indicated that the rate of job-support under the incentives 
program in 1971 and 1972 was approximately 33,000 a year, and 
that approximately 13,000 of this total accrued in Region a 
A provincial distribution of expected jobs was also indicated. 


Section 3.2 pointed out that not all jobs expected at the 


time of an accepted offer in fact materialize. Some companies 
that accept offers subsequently cancel their investment plans 
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and decline the offer or, alternatively, fail to meet the 
conditions of the offer and the offer is withdrawn. Other 
companies may revise their plans and scale of operations, either 
expanding or reducing them, and thereby alter the degree Of y7OD 
creation from that originally expected at the time of an offer. 
Still other companies may, after beginning commercial production, 
cease’ Operations. — As noted an Section 3.2," forecasting the ner 
effects of all these factors is a very complex and difficult 
exercise. Our best estimate at this stage of the RDIA Program, 
however, is that - due to the above adjustments - the actual 
number of continuing jobs created may fall short of the total 
associated with net accepted offers as of December 31, 1972 by 
some 20 per cent. 


Undoubtedly, some of those RDIA supported jobs that do have 
long-run viability would have occurred even in the absence of 
the program. Judgement respecting incrementality is especially 
difficult, as the analysis in Section 3.3 demonstrated. There 
is as yet no conclusive evidence available on the degree of 
incrementality respecting investments and jobs supported under 
the RDIA Program. In light of the analysis described in 
Section 3.3,however, it may be suggested that an incrementality 
rate approximating 70 per cent of the adjusted expected job 
total is not unreasonable. It should be recalled that 
incorporated in this estimate of incrementality is a substantial 
discount of jobs associated with projects moved forward in time 
Or assisted over a viability threshold. 


If the 70 per cent figure for incrementality is accepted 
and applied to the adjusted forecast of employment to be created 
by projects supported by incentive offers made up to the end of 
1972, it can be estimated that some 45,700 direct new jobs that 
would not be created without incentive support will materialize. 
On an annual basis, the incentives program now appears to be 
generating additional new continuing jobs at a rate of approx- 
imately 19,000 per year - of which 7,500 are in Region C. 


In the above account of RDIA activity reference was made 
only to direct jobs and investment resulting from RDIA accepted 
offers. The total impact of the program is greater than this, 
if for no other reason than: the cited figures do not reflect 
the construction employment component of incentives-assisted 
facilities. In addition, the economic multiplier and job spin- 
Off effects: will magnify thetotal impact. 


The significance of indirect job creation is, in many 
instances, very considerable. For example, wood-cutting 
Operations associated with RDIA supported forest-based 
facilities comprise on average some 40 per cent of the total 
labour force involved. In such cases as the ITT Rayonier 
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facility at Sept-Iles and the Proctor and Gamble facility at 
Lesser Slave Lake the employment involved in woods operations 
far outnumber those employed directly in the plant. No 
provision is made for off-site labour, however, in the RDIA 
statistics. 


Admittedly, forest-based operations are - like food 
processing - examples of where the job spin-off is particularly 
high. All forms of manufacturing and processing jobs, though, 
involve supportive functions. Tertiary and primary employment, 
on a very conservative estimate, at least matches that created 
in the manufacturing and processing sectors. 


3.5 Projected and Actual Levels of Manufacturing Investment, 
by Region 


In reviewing the achievements of the Incentives Program 
in directly stimulating manufacturing and processing investment 
and employment in the slow-growth regions, reference to their 
investment and employment circumstances over the past three 
and a half years would appear to be highly pertinent. More 
particularly, comparison of actual levels of investment by 
region during the 1969-72 period to what might have been 
expected on the basis of historical experience should assist 
in ascertaining the progress made toward reducing regional 
disparities. One would anticipate, of course, actual invest- 
ment to be above the historical expectation - for that is the 
intent of the RDIA Program. 


A fundamental problem with this approach is that the 
historical data in effect contains the impact of all kinds of 
government policies and economic and political events, many 
Of which have tended to alter the relationship between a 
regional and a corresponding national variable. The difference 
between the calculated or expected level and the actual level 
of investment for a given year, therefore, cannot be attributed 


to a particular program. 


Difficulties in compiling comparable data also arise. 
Eligible capital for purposes of the RDIA Program excludes 
investment in paper and allied industries and petroleum and 
coal products industries, but includes used equipment and 
plants. Used plant and equipment purchases may account for 
10 to 20 per cent of total RDIA approved capital expenditures. 
While adjustments can be made for most regions to remove 
investment expenditures of those industries not eligible for 
RDIA assistance, no adjustment can be made for purchases of 
used plant and equipment. 
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With these provisos in mind, regression analysis was used 
to determine the "expected" level of RDIA related manufacturing 
investment in 1970, 1971 and 1972. The analysis was carried 
out for the Atlantic Region, Quebec, Manitoba and Saskatchewan, 
where the RDIA activity is most significant in relation tothe 
respective regional economies. The following sub-sections 
give a summary account of the analysis. Since the Incentive 
Program applies to a relatively small portion of the 
manufacturing base in Ontario, Alberta and British Columbia, 
and the intent of the program in these provinces is more to 
stimulate specific areas rather than overall provincial 
investment levels, "expected" and actual investment comparisons 
were not undertaken for these three provinces. 


Sod, -AcClantcr1e 


Table 12 indicates the absolute level of total manufacturing 
investment in the Atlantic Region since 1968, estimates of the 
expected level of manufacturing investment based on historical 
experience, and RDIA supported investment actually put in place 
each year since inception of the program. 


The Atlantic Region increased its share of Canadian 
manufacturing investment in each of the past five years except 
1972. Some of the relative improvement in its share is 
accounted for by investment receiving ADIA support and by other 
development activities. Nonetheless, part of the relative gain 
is no doubt attributable to the RDIA Program. RDIA supported 
investment put in place in 1972 in the Atlantic Region amounted 
to approximately $77 million, which represents 20 per cent of 
total manufacturing investment for that region. The significance 
of this level of support is considerably higher than the 
preceding percentage level might suggest, for several unusually 
large investments in the Atlantic Region in, for example, 
linerboard and oil refining plants were non-eligible for RDIA 
Support - thereby depressing the percentage of total manufacturing 
investment supported by the program. 


Historical projections of manufacturing investment in the 
Atlantic Region were made in order to gain an insight into what 
manufacturing investment might have been without an industrial 
incentives program. These projections were based on the 1950-65 
Atlantic-Canada historic relationship. As shown in Table 12, 
this analysis indicates that the Atlantic Region experienced 
levels of manufacturing investment in the 1968-72 period far 
higher than the Atlantic-Canada historic relationship would 
have predicted. While many factors - including major projects 
in the natural resource sectors, oil refining and a linerboard 
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mill in Newfoundland, as well as other federal and provincial 
development initiatives - played an important role TY tilts 
outcome, it is reasonable to assume that the RDIA Program 
made a substantial contribution. 


3.5.b Quebec 


Table 13 indicates the absolute level of total manufacturing 
investment in Quebec since 1968, an estimate of that portion of 
the total eligible for assistance under the RDIA Program, and 
an estimate of RDIA supported investment actually in place 
each year since inception of the program. 


From Table 13 it can be seen that both total and eligible 
capital investment grew unevenly during the past five years. 
By 1972, however, eligible capital expenditures were more than 
20 per cent above the level in 1968. On the other hand, Quebec's 
share of Canada's manufacturing investment declined in all years 
except the latest. This situation developed in spite of 
considerable assistance towards investment in that province by 
way of incentive grants. RDIA supported investment put in 
place in Quebec amounted to approximately $157 million in 1971 
and $332 million in 1972, which represents 29 per cent and 
50 per cent, respectively, of total manufacturing investment 
in those years. 


It is possible to estimate what would have been the level 
of investment in Quebec in the period 1968-72 if the Quebec- 
Canada historic relationship respecting manufacturing investment 
had been continued. Estimates of expected eligible capital 
investment, therefore, have been calculated and they are given 
in Table 13. These estimates are higher than the levels of 
investment actually recorded, particularly so in 1970 and 1971. 
The difference is much less in 1972, when investment activity, 
much of it supported by RDIA incentive offers, increased 
markedly. 


The impact of the RDIA Program in Quebec is clearly very 
difficult to assess from reference to expected and actual 
investment trends. It seems reasonable, however, to conclude 
from the estimates that, without the program, the province 
would have suffered from a more serious investment slump and 
would have been slower in showing signs of recovery. 
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3.5.c Manitoba and Saskatchewan 


Table 14 indicates for Manitoba and Saskatchewan the 
absolute level of total manufacturing investment since 1968, 
an estimate of that portion of the total eligible for assistance 
under the RDIA Program, and an estimate of RDIA supported 
investment actually put in place each year since inception OL 
the program. 


From the table it can be seen that during the period 1968- 
72, Manitoba and Saskatchewan obtained a declining share Of 
Canadian manufacturing investment. Some of the factors tending 
to reduce manufacturing investment in these provinces between 
1968-72 include depressed grain sales, a peripheral position 
in natural resource development and a diminishing portion of 
the population of the Western Region. In terms of what might 
have been expected from past experience, actual manufacturing 
investment fell short of expectations. It would appear therefore 
that, although not insignificant, RDIA supported investment in 
Manitoba and Saskatchewan was not sufficient to reverse a 
declining trend. 


3.5.d Summary 


Comparisons of actual with expected levels of investment 
give rather mixed results respecting the degree to which 
manufacturing investment has increased in the seven provinces 
where the RDIA Program applies to a significant portion of 
the manufacturing base. In the case of the Atlantic Region 
the level of manufacturing investment has been well above 
projections based on historical data, and the levels indicate 
that the RDIA Program has been instrumental in promoting a 
good deal of net new investment. For Manitoba and Saskatchewan, 
however, the impact indicated by reference to actual and 
expected levels of investment is low. For Quebec, it appears 
that the RDIA Program may have assisted substantially in 
reversing a strong tendency to depart from the historic Quebec- 
Canada investment relationship. 


3:6). Conelisi6on 


It is estimated that, of the 81,752 jobs associated with 
net accepted offers up to December 31, 1972, some 65,400 will 
actually be put in place and have long-run viability. If, as 
the DREE and APEC studies indicate, 70 per cent of these jobs 
are additional over the long-run, then it can be said 


22 
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45,700 net new continuing jobs will materialize that would not 
have done so without the regional development incentives program. 
Adjusting incentives commitments to compare with jobs expected 
to be put in place yields a cost per net new continuing job 
created of about $5,700. 


In reviewing the job creation impact of the RDIA Program, 
account must also be taken of the economic multiplier and spin- 
off effects stemming from assisted projects in the designated 
regions and special areas. For every job airectly supported, 
at least one additional job is indirectly created in che 
tertiary and primary sectors. 


There is evidence to suggest that regional disparities 
respecting some major indices have narrowed. Certainly the 
level of manufacturing investment in the Atlantic Region in the 
last few years attests to the impact of the RDIA Program. 

There is also evidence to suggest that the incentives program 
has helped materially in restoring investor confidence in 
Quebec and in offsetting a lagging manufacturing investment in 
the Prairies. 


It should be noted that the impact of the RDIA Program 
reported upon here has been attained with less that 65 per cent 
of the expected investment from net accepted offers as of 
December 31, 1972 having been actually been put in’ place. 
Additional benefits from RDIA activity during the 1969-72 
period will, of course, be registered in 1973 and later years. 
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PART 4 
AN EVALUATION OF THE ADMINISTRATION OF DISCRETION 


o.4. 2Nerouuction 


An outline of the main eligibility conditions for RDIA 
incentive support was given in Part l. The conditions to be 
met by supported projects were characterized as relating to 
location, type of investment, prior commitment, minimum size, 
equity and need. The primary responsibility for determining 
these requirements of the program, which are essentially 
discretionary in nature, is assigned to the Incentives 
Division of the Department of Regional Economic Expansion. 


Discretionary power inevitably raises questions respecting 
the Outcome of its use. It is appropriate, therefore, to 
describe the results of this discretion and to ascertain the 
degree to which it has assisted in promoting the objectives 
of the Incentives Program. 


452. Results. of the Screening Process 


From inception of the Program until December 31, 1972 
some 6,936 applications for assistance were received. The 
fact that there were only 1,957 net accepted offers gives a 
general indication of the screening involved. 


Table 15 gives data on the reasons for the high rate of 
rejections. Under "other" is included simple ineligibility 
due to failure to meet the statutory regulations respecting 
location, type of investment, minimum size of project, etc. 
More interesting, are the figures for rejections classified 
under 7 (1) (A) and 7 (1) (B). In accordance with Section 7 
of the Regional Development Incentives Act, no incentive may 
be authorized if, in the opinion of the Minister, 
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(a) it is probable that the facility would be 
established, expanded or modernized without the 
provision of such an incentive; or 


(b) the establishment, expansion or modernization of 
the facility would not make a significant con- 
tribution to economic expansion and social 
adjustment within the designated region. 


For all regions and all sizes of projects, 413 cases were 
rejected because they would proceed anyway and 441 cases were 
rejected because they would not make a significant contribu- 
tion to the region concerned. Together, these cases account 
for 14 per cent of all applications received and processed as 
of December 31, 1972. It should be added that a certain 
percentage of withdrawals were made in the knowledge of a 
pending rejection. Rejections on the grounds of Section 7 of 
the Act amount to more than 40 per cent of net accepted offers 
at December 31, 1972. 


The positive result from this screening is the reduction 
in total cost of the incentives program through avoidance of 
windfalls or support of projects unlikely to last. Unavoidably, 
some projects which were rejected might have proven to be 
worthy candidates for support, thus something less than the 
total 854 rejections under Section 7 represent real savings to 
the program. There can be no doubt, however, that this aspect 
of discretion has reduced the net cost per job created. 


4.3 Relative Incentive Support by Province, Industry Group 


endulvpe of Project 


The RDIA Program is essentially a responsive program, 
dependent upon initiatives taken by the business community. 
Thus evidence of discretion is not to be expected in the 
number of applications received by region and industry group 
but, rather, in the level of incentives given. As noted 
earlier in this Report, the RDIA Program has been administered 
in such a way as to offer the minimum grant consistent with 
ensuring that the assisted project will, in fact, go ahead on 
a viable basis. Discretion, in this content, has meant 
tailoring support to the requirements or needs of individual 
applicants. 


Table 16 gives data on the level of incentive (expressed 
both in terms of dollars per job supported and percentage of 
fixed assets) by province and industry group. As may be ee. 
cerned from the table, there is no consistent pattern in e 
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level of incentive by industry group as between the provinces. 
The level of incentive for food processing was higher in the 
Atlantic Region than in Ontario or the Western Provinces, but 
this was not the case for the paper and allied category. 
Transportation is another example where investments in Ontario 
and the Western Provinces have been as favourably supported 
as in the Atlantic region and Quebec. While in general there 
has been a higher level of support given RDIA assisted invest- 
ments in the Atlantic Region and Quebec than elsewhere in 
Canada, there are instances where this has not been the case. 


Discretion in levels of incentive given is also exercised 
aS between various project types. As shown in Table ba 07 
projects involving new plants and/or new products have - in 
terms of incentive grants expressed as a percentage of estimated 
capital costs - been given a higher level of support vis-a-vis 
projects involving expansions and/or modernizations. The 
relative disparate position of the Atlantic Region is reflected 
in the higher level of support given, on average, to RDIA 
assisted investments undertaken in that region. 


The data presented in Table 17 is cross classified to 
indicate levels of assistance by project size. It demonstrates 
that as between small projects (capital costs less than 
$200,000) and medium size projects (capital costs between 
$200,000 and $1 million) there is little difference in the 
level of support given. Grants as a percent of capital cost 
projects over $1 million, however, tend to be somewhat smaller - 
particularly in the case of projects involving new plants or 
new products. More notably, the variation in level of support 
given to large projects is - on a province by province 
comparison - considerable and underscores the high degree of 
discretion used in such cases. 


The data presented in this section indicates that dis- 
cretion has, in fact, been used to tailor support to individual 
requirements or needs. Lack of consistency is what one should 
expect with a discretionary program requiring that the minimum 
grant be given while ensuring that the assisted project 
proceeds on a viable basis. 


Within provinces wide variations have prevailed in levels 
of support given projects of the same industry grouping. The 
explanation for this is as in the above paragraph; different 
levels of support are required for individual projects to 
ensure that they go ahead on a viable basis. 
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4.4 Case Numbers by Size of Project 


Table 15 indicated that large scale projects account for 
approximately 90 per cent of total capital investment forecast 
in rejected applications and for approximately 50 per cent of 
total estimated jobs detailed in those applications. Just as 
large scale projects are the most significant ones in terms 
of rejected applications, so too are they the most significant 
ones in terms of approvals. Table 18 shows that projects 
involving more than $1 million in capital costs account for 
only 12 per cent of the number of net accepted offers up to 
December 31, 1972. However, in terms of incentives commitments, 
these large cases account for roughly 70 per cent of the total. 


All applications, regardless of the size of project, are 
processed in the same manner. Thus, despite the fact that 
large scale projects account for most of the expected jobs 
and incentives commitments, the more numerous small case 
applications means that staff resources devoted to processing 
them are large relative to commitments made to them. 


4.5 Time Required for Processing Applications 


One consequence of applying a uniform screening process 
to both small and large cases, in light of the fact that small 
cases are numerically more significant but account for a low 
percentage of jobs expected from net accepted offers, is a 
time delay in processing applications. Table 19 shows that 
some 35 per cent of the small cases (less than $200,000 in 
capital costs) take from 2 to 4 months between the time of 
receipt of an application to the offer of an incentive. Over 
25% of the small cases take more than six months to process. 


4.6 Conclusion 


Part 4 has described the use and results of discretion in 
reviewing applications for assistance under the Incentives 
Program. The methods and analysis used in screening applica- 
tions appear to have been highly effective in contributing to 
the objectives of the program. Almost 25 per cent of all 
applications received were rejected and over half of the . 
rejected applications were based on the decision that propose 
projects would not be viable or would go ahead without 
incentive assistance. The saving in incentives that would 
otherwise have been paid out is, of course, very considerable. 
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Notwithstanding the above merits, a very high Proportion 
of the applications involve small capital investments and 
relatively few jobs. Because the same screening procedures 
are used for both large and small scale projects, considerable 
staff resources of the Incentives Division are allocated to 
processing small case applications. This, in turn, has 
probably meant that the larger more significant cases have 
been dealt with rather less expeditiously than would be the 
outcome if means could be devised for reducing the adminis- 
trative difficulties of screening small cases. 
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APPENDIX A 


KEY FEATURES 
AREA DEVELOPMENT INCENTIVES ACT 


General 


The Area Development Incentives Act (ADIA) came into 
operation in 1965. It was administered by the Area Development 
Agency of the Department of Industry from inception until 
responsibilities were transferred to the Department of Regional 
Economic Expansion (DREE) in April 1969. 


Within DREE, basic responsibilities for administering the 
Act have been assigned to the Incentives Division and operations 
have been conducted as part of the overall industrial incentives 
program. Although these operations have been phasing out ever 
Since the introduction of the Regional Development Incentives 
Act, residual activities are expected to continue until at least 
1odey 


Key Features 


The following outlines the key legislative features of the 
act: 


a) The incentive consisted of a cash development grant 
based on approved capital costs, plus an accelerated 
Capital cost allowance write-off for income tax 
purposes on buildings and machinery related to the 
op ar-h ek oun 


b) Provided that certain conditions were met, development 
grants were awarded against approved capital costs on 
a sliding scale of percentages specified in the act. 
This scale peaked at 33 1/3 per cent for an approved 
Capital cost of $250,000 and then decreased as approved 
capital costs went above that figure. The maximum 
allowable grant was five million dollars. 


c) Conditions of project eligibility were: new or expanded 
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manufacturing and processing operations wherein the 
equipment for grant purposes was, by value, 95 per 

cent or better in a new and unused state; no commitment 
prior to applications; and location of the project in 

a designated area. 


Summary Critique 


In practice and provided that the statutory conditions of 
eligibility were met, incentives were available automatically 
for almost all kinds of new or expanded manufacturing and 
processing operations. Designated locations were determined by 
assessing relatively small areas according to the severity of 
their unemployment and the lowness of their average incomes. 
This often had the effect of excluding those communities, within 
the slow-growth regions, which had proved to have the greatest 
attractiveness for industry and which under a modified program 
could become growth centres conducive to improvement of a large 
surrounding area. A further disadvantage of ADIA, resulting 
from its non-discretionary characteristics, was the lack of 
reasonable assurance that grants offered were not so small as 
to threaten long-term viability or so large as to conta: 
clear-cut "windfall". 


Notwithstanding the disadvantages of the Area Development 
Incentives Act, the cash development grant proved to be a good 
instrument, relative to other means, for stimulating industrial 
development in slow-growth areas. It was an identifrable: one 
time offset to locational disadvantages. It lowered start-up 
costs. It provided the entrepreneur with a known basis fora 
rational calculation as to whether the location would be 
economic in view of market prospects and operating costs. 
Finally, its administration was relatively straight forward. 


The ADIA Program, during the four and one-half years of 
its existence, generated 1920 applications for grants and 460 
applications for tax exemptions under Section 71(a) of the 
Income Tax Act. During the life of the program, grants totalling 
some $250 million were authorized for individual firms up to 
March 31, 1972. Expenditures on account of these grants totalled 
$20 7, demi liatons 


The following table indicates the number of active 
applications (cases where payments have been or may still be 
made) the capital costs, and the estimated number of jobs 
involved, by region, at the end of the effective period of the 
program (December 31, 1972). 
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APPENDIX B 


ORGANIZATION ~ INCENTIVES DIVISION 


1969-1972 


Deputy Minister 


ADM, 


Incentives 


Incentives 
Services Unit 


Executive Director, | 
Industrial as as 


‘ , | : , 
DETECCoOr, DATECTOr, Director, Director, | 
Industrial Special | Evaluation Montreal | 
Development Analysis Inspection Office 


Intelligence Wood Products - Atlantic Special 
Analysis 
Community Food and - Quebec 
Participation Printing Evaluation 
- Ontario & and 
Promotion Metals & Western Inspection 
Machinery 
Chemicals, 
Textiles 


& Electrical 
Special Projects 


Loan Guarantees 
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